by Samuel Pizer

Income on International Investmenis
of the United States

THE smount of seome received from Unitad States
investments abroad rose in 1950, continuing tha_sl:rnn%.oex-
pension whick began in 1948, Income received from
abroad in 1950 amounted to $1,743 million, axchisive of
undistributed earnings of $443 million by United States-
controlled foreign compapies. The income received by
foreignare from invesiznents in this country was $437 million,
exclusive of undistributed earnings of about $170 million by
foreign controlled enterprises in the United States.!

Growth of Income Receipis

Income recaipts from investments gbroad in 1950 weie 24

ercent above 1949 and were nenrly double the prewar hi

r 1923, However, this comparison makes no allowanes for
Iatge increases in prica le and changes in_other inter-
national accounts m the Iast two decades. For instance,
in 1920 forsizn countriez used ahout 17 percent of the dollar

rocesds of their exports of goods and services to the United
tates to cover income remittances to the United States,
while in 1950 such remittances used only about 15 percont.

By for the iargest gﬂut of the growth in income receipte
gince 1946 bes come irom ihe expansion of American diract
investrnepts abroad (chart 1). These foreign operations
produced ineressing quantities of vitally necessary materials
in a period when, except for a temporary setback in 1940,
world demand was pushing prices of commodities steadily
upward. Both increpsing output and rising prices were
important in 1950, although there was also in that year s
fendeney to pay out a larger propartion of earnings, snd, in
a few importent cases, to pay Gividends out of enrnings of
prior years.

Direct investmnents sccounted for 84 percent of the 1950
ineome raceipts while the retuyn on private portfolic invast-
. ments was only $165 million, or less than 10 percent of the

total, with United States Governinent income mam:;i;lp the
romainder. This compares with 4 proportion of ut 50
parcent for portfolio income in 1828,

Although the value of direct investmenis has moved up
to 70 parcent of privats long-term foreign investments, thiz
fact was of lesser impartanee in sccounting for the arger
shave of direct-investment income than the higher rates of
roturn realized on these investments since 1946, From
shout 6 percent of book value in 1929, the B&rﬂ%ﬂ direct
investments went to about 15 parcent in 1950, s latter
fﬁﬁu;u iz much closer to esrnings rates in tha United States
was the case in 19297 the other hand, the retum
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on ?rivnt.a porifolio investments, which was sbout the sams
ws for direct investments in 1928, about 6 percent, was
down to about 3 percent in 1950. 'This, in part, reflets the
lower anterest rate strueture today, but also the resnlts of
defaulés, retirerpents, oud refunding operations which
scaled down the interest rates on ouwistanding obligations,
In 1950 the rate of return on 0ll United Sietes—controlled
manufecturing investments abroad wes shout 16 percens,
which was about the same us the rate of retwn for domestic
manaufasturing anterprizes, excleding petroleum and auts-
motive products.? course, the industrial compoesition of
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mapufacturing companies in the United States and abroad
differs grently, but nonrly hali of the mdusiry subgroups
under mannfacturing in United Statas had higher rates
of raturn than the aversze tste on oll United States-con-
trolled manufastiing enterprises abrond.
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. An important factor in the inereased csrmings of direct
investments was the shift in industyial composition from a
high proportion, about 22 percent, of publis utiiéy holdings
in the 1920's t0 a heavy concentration of investments In
petrolewm aod monufacturing enterprises.  These latter
1mvdustries, in contrast to publie utilities whose rates are
closely regulated, shared mere prominently both here and
abrgadmm the world-wide exponsion of demand for theix
products,

Government incoine due to increase

Interest received by the United States Government on
forpign credits mounted from $15 million in 1946 to $109
million in 1980, and Is scheduled o bhecome considerably
greater as interest %aj'menta come dus on soma of the Jarger

twar credits. The annual average amouni of intereat
ue to the United States Government on foreign eredits now
outstanding = shout $170 million for the 1050 decads, ox
ghoot $40 million more hen the annual zverage received
during the 1920%s on the World War I loans.

Most direct-investment earnings plowed back

Over the five-yoar perind 1946-50, American direct invest-
ments abroad earned $7.5 billion uding intereat payments
to parant companies of $174 million), but about hn.liy;f’ this
was retained abroad for investment. As shown in chart 2
enrnings exceeded additions to investment in every year, and
in 1950 eapital additions actustly fell off altbe enrni
rose to record heighis, The disposition of ear can
nceotntad for as follows: (&) foreign-incorporated subsid-
jwries of Tnited States companies esrned $4.6 billion in the
1946-50 period, of which $2.4 billion was paid out as divi-
dends and interest to perent companies and the remainder
reinvested, and (b) branch profies totaled $2.% billion, of
which about 55 percent was retained abroad, in the aggrepate,
Thus, out of total additions of $5.2 billion to direet invest-
ments abroad in 1946-50, about $3.8 billion came out, of re-
tained earnings and the remsinder represented new invest-
menta of TTnited States funds.

Results by industries

Most of the sharp rise in income reecipts in 1950, as
shown in table 3, was the result of very high income in the
Etmlwm industry. However, income receipta from potro-
leum enterprizes rose mors shorply than ings, indicai-
ing & decline in capitel investment abroad from reimvested
enrnings by this industry. Moreover, capital ousflows from
the parent companies in the United Btates declined by ax
even larger amount.

Income from divect investments in other indusiries In
1950 did Dot gein so much as incoms in the petroleum indus-
try; however, for these industries eamings rose more than
income remittances o the United States, American invest-
ments in manufactining enterpriees abroed sre sbout es
important as peiroleam en isas 50 {Br 43 eRrnings are
concerned. In 1046-50, earnings of mauufecturing enter-

ises amounted to 52.5 billion aS compared with §2.5 billion

T petrolenn, The earnings of manufacturing enterprises
were more stable in this period than thosa of other direct
investmenis abroad, #s shown in chart 2, and did not, decline
in 1849, in contrast to eamﬁmof the petroleurn and mining
industries. Moge than half the eprnings snd income recaipts
from mannfactoring enterprises ahroad originated in Canada,
with the counitics of Westarn Europe and Latin America
accounting for most of the remainder.
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Earnings of mining and smelting sntarprises foll off sharpl
in 1840 and then recovered 6o s record amount in 1*E||5{:||jr
reflecting extreme sepsitivity to developments in the United
States market, These enierprises are larﬁel centered in
the Western Hemisphere and showed very trbf; tendency to
axpend after the war until 1050. ‘The proportion of earnings

Chare 1l

Income received from foseign investments
expanded markedly from 1946 to 1930,

BILLIOH OCMLARS

ax =
R . 2. GO NT |REDWE

I Crrvts vk s S
DRRECT {MVELTRAIMT (BSOS

-

Had Eg2 9254

The increcie in ¢arnings of ditect-investment
companies reflected growing investments . . .

BILLFSM (i LARS BRI DOLLARE
15 1
YALUE OF DIRECT IMVESTMENT,
ECRANG OF Tl AR
MEF] BEALE}
o= - 2
-
.f"'" T ot e
-
#,.-"'" Mo ANMUAL EARNINGS

= - wtad Lt =11

2 | | ] ! o
and rising rates of retyrs for the perod
a% a W‘l'l-ﬂl&.

PERCENT FERCENT
i) . a0
-y FATROLELM.
- L
e ~
= ’f Aulmmmu.\* \—--_ b

i i ing
b it T

Dl T —w
INTLESTIES CFIHER THAM PETROLELM |
o | l | | o
Pas 47 4 TR ros0
UL & Ol 3 ranlea T D" CEOWLWEADE SFEFRTE B LTS BSOS iRy TF




October 1051

reinvested by spbsidiaries in Canada was quite low prior to
1950 and then moved upward, when as &Lovm in chart 2,
an increase in mfpunl investrent in mining got under wey.
However s0me of the principal projects belng developed sre
not yet In the income-producing stege. Eamings from for-
gign direet investtnents in other industries have not been
very lerge and have increased only praduslly.

Income on Investments by Area

Nearly 40 percent of the icome received from abrosd in
the 1946-80 period originated in the Eatin American Kepub-
lics, very 1 from direct investmenis (toble 23, In-

creassd ineome from Latin Americs was responsible for ahout
gne-third of the total rise in income receipts in this period.
However, whils income froin evary other ares increased in
ench Fear after the war, ineoma from Latin Americe showed a
sovere setback in 1949 as metnal and petroleum earnings fell
off. In 1950 there was o striking reversal of this situation
and of the nerease of about $340 million in neoms racsivsd
from &l areas in 1950, $240 million cames from Latio America,
chielly from additional esrnings of the petroleum industry.
Az shown in table 4, Venezuela has accournted for an increas-
ing shaze of incoms from Latin America.

%&cund in importance in income receipts was Cenada,
aceounting for 26 percent of the total received in the 1946-
50 period. Altheugh direct investments aleo deminated
income roceipte from that country, there were substantial
ameunts of income received on American holdings of Cana-
dien seouritiea denominated m both United States and
Canadisn doltars. Howewver, incoms from these portfolio
investments remained steble while direct-investiment inceme,
larg;lﬁ% from manufncturing, more than doubled from 1946
to 1l X

Ineorne receipts from the countries grouped under *other
foreipn countries” and from the depsndencies of the ERP
countries gre derived very largely gmm petroleum invest-
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ments. Income from these areas rose sharply, therefore, as
the petrolevm industry utilized large postwar ndditipns to
s cmnity and ontput moved upward. Fresent indications
are t petroleum earnings ih these aress, largely the
Middle Bast, will rise further as the demand for patrolenum
in greas serviced by the Middle East fislds eontinuss to press
sgeinst the available ontpuf, althowgh reguirsments to pay
larger local rogalties and taxes will sut inte the incresse.

Covernment income large from ERP countries

A leading feature of income receipis from the ERF coun-
iries in 1946-50 was the expansion of interest payments on
United States Govornment aredite, Intorest reesipts on such
credits rose from $14 willion in 1946 to 578 million in 1950
{table 2}, whils the increase in direct-investment meome was
comparatively small The United Kingdom was tha spures
of most of the direct-ibvestment income, which consisied
largely of returns on investments in manufacturing enter-

rises. By far tha lmigest amounts of interest on United

tates Government credits were paid by France on oredits
extendad soon after the war's end. Howoevar, be with
1961, when interest on loans {o Britain bevores due, the
total interest obligation of EBFP countries will rize to $180-
8185 million annually for the naxt few years.

Income Payments on Foreign Investments
in the United States

The amount of income paid on foreign investments here is,
of course, far less than the amount received, and has been
less gince the first World War. As shown in table 1, the
excess of receipts rese from about 3600 million 1n 1946 to
over $1.3 billion in 1950, although the inersase in payments
was propartionally about the same a8 the increase in receipts.

Table 2. =~=Investment Income Recelpts and Faynaents, by Area, 19465}
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w ng United

Moreover, the gap will probably continue to
amouanbs

States investments al conéinue in much
than foreipn investments in the United States.

Chart 2

DIRECT-INVESTMENT EARNINGS,
INCOME, AND ADDITIONS
TO INVESTMENTS
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Income payments mostly on portfolio
nvestments .

In contrast with United States investments abroad, foreign
invrestors in the United Staies havse concentrated on port-
folio investmenis, 80 that of total payments shread in the
104650 pemiod of $1.5 billion, over %800 million was on
private portfolio mveatments, about $100 million was paid
on long- and short-term United States Government obiiga-
tions, and somewhat over $500 million was derived from
American enterprises conirolled abroad. .

Dividends paid sbroad on foreign porifolio investments in
Tnited States corporata stocks arcountad for nearly half of
all income payments from 1946 to 1950 (tabla 1). Fioe-
tuations in &am ynants are closely related to the dividend
policies followed by American coxporations. Much of the
explonniion for the continued increase in income payments
to fareigners since 1946, and ]}:utlcularly the sharp rize in
105, reete on this factor. Tabuletions of dividenda prid to
foreigners in the 1846-50 peried have shown that In each
Fear I:.Il?'mmtg abroad havs risen at a somewhat higher rats
than DOhnited States dividend pa_gmenta in spita of some
reduciion m foreign hnlcl.in?s of United States corporate
siocks. Thiz suggeste that foreign holdings are centered in
stock issues on which dividend rates heve rizen relatively
sharply io recent years, )

Interesi payments by the United Statez Government wre
comparatively minor and result from a tendency by foreign
governments and central banks {¢ invest dollar reserves in
intereat-bearing securities rather than to hold them in the
form of demand deposits or gold, which yield no income.
Interest payments on forsign holdings of Tlnited States
corporate bonds jumped for & year or two after the war as
payments in arrcors were made up, but then settled down to
small snnual ameunts.

. Expansion of foreign direct invessments financed

by earnings
Foreign-comtrolled companies operating in the United
States depended almost entirely on earnings in the United
Btates 83 & source of funds for expension in the 1946-50
period. Total earnings of these companiss for the pertod are
estimated at $1.2 billion. Aboub hall of this amount was
poid out as dividends end branceh profits, while $600 million
was retained here by the American subsidieries of foreign
companics. In addition, about $150 million of the branch
rofits was added to the value of United States branches of
orelgn companies, primarily insurance unmgﬂ.niﬂﬁ. by the
retention of these earnings in the United States. There
wore only n few mminor instences of new foreipgn capitel
Aowing to the United States; whot appesrs in the United
States balance of paymonts as capital movements to the
United States from foreign parent companies was jargely
the branch earnings mentioned above. These are reflected
in the bolance of payments ns current incoms payments,
and ns capitel inflows to the extent theay are nob actually
transferred abrond,

Insurance companies lead in brench profits

The insuranca field is one of the faw ssgmonts of Ameriean
business in which foreign companizs bave a position of some
signifiennee. The larpest operstions of thesa compenies
are: through United Btates branches rather than spheidiaries,
Pri in the field of fire and marine underwriting. In
this field foreign insuranca companies secounted for about 15
percent of not premiums written in recent years. Out of
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total estimated branch profits of $270 million for 194650,
jnsurince companies were responsible for considarably more
then half. In addition, United States subsidiaries of
foreign msurance companies earned aboui $65 million in
194850, of which less than half waz paid out in dividends.

In the nﬁra%nta, foraign-conirolled insurnnce enterprises
eerned about $265 million in 1946-50, more than enough to
finange an inerease in their value of 3205 million for the
period. However, British companies, which gre preeminent
in this field, accounted for about $200 million of the eprnings
but only about $125 millicn of ths increase in value, Most
of the differance between these figures is pecaunted for by
payments of $48 million out of earnings in this pariod to
the Eeconstruction. Finance Cur[ﬁ:mtmn fs- repayments on
an gutstanding loan to the British Government. However,
in addition, British companies withdrew & sizable propertien
of their earmingsz, while sther meurance companies, prin-
cipally Continantel Europesn and Canadian, added to their
investment an amount equal be their earnings plus abeut $30
miflion of new funds. '

Table 2. —DHreot-Investment Insome Recwipts by Aren and
Induostry, 19446=1950 -
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Insursnce esrmings are affected not only by returns on
underwriting and investments, but slso by unresiized gaine
and losses on their ]:u:rIu:l.in\i:3 of securities. The generally
Hsing zecurity market in Tnited States mnce 1345 15,
therafors, partly responsible for substantiel insurance com-
pany carnings.

Direct investments conceniroted

Foreign-controlled enterprises operating in the. United
States, other then nsurence companies, hod eernings of
ahout $840 million in the 1946-50 pariod, ont of which wee
derived nearly all of the $570 million added to the foreign
aqﬁl;:.g in these enterprises. Over this period United States
subsidiaries of foreign companies, exeept insnranee oom-
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padies, reinvested 63 percent of their ssrnings, or near
the same proportion ss all United States corporations, w.
ratained about 60 percent of earnings. About 40 percent of
the ndditions to investment were in snterprises in the petro-
leum industry in the United States, and a somewhat smaller
proportion went inte companies producing alcoholic bever-
ages, A few large companies, mai E in these industries,
accounted for a Inrgs part of the total e and
income payments of foreign dl':rumt investments in the United
States, Ior example, 84 percent of all dividend paymends
abroad by direct-investment companies in the years T946-50
were made by sight companies.

Most income payments go to Western Eurape

Forcign investments in ¢he United States at present
represeat lu%%]y a remainder of the past foreign investment
activities of Western European couniries, nnqpuﬂt{ Eng-
land, Switzerland, and the Netherlande. y in the case
of the ERF countries, as shown in tabla 2, do ontpayments
from the United Siates exceed receipts b{ any substantial
margm. However, this favornble balence for countries
will he reduced with the assumplion of the full interest
burden on TUnited States Government credits wnd the
inerenaed earnings to be expected from growing United
States direct investments in those countries. )

Next in importence to the ERP eountries, which receivad
ower 70 percent of ell income poyments from the Tnited
States, was Cunada with about 18 percent. Most of the
income puid to Canada was by Canadian-con COMmpa.
niss in Tnited States. However, nlthough payments to
(Ctanada are fairly substantial, they were equal to only
sbout 16 percent of United States income receipts from
Canada in the 1946-50 period.

Investment Income in the United States
Balance of Intermational Payments

In the preceding discussicn investment income receipts
and payments have besn almost entirely shstracted from
the genersl pastern of the Tnited States balance of payments,
but & few of the interrelationships between investmeng
ineome and other itams in the balance of payments can be
examined with the data now available.

On a quantitative bagis, income receipts have accounied
for 7.7 percent of all United States balance-of-payments
receipts on current: aceount for the 194¢6=50 pariod as a whola.
However, the amount of income received has increased in,
ench year while total eurrent ncoount receipts fell off after

. 1947, =0 that the proportion of income recsipts (o total

reccipls rose from 5.4 percent in 1946 to i1.8 percent in
1950. In the years since 1947 income receipts have besn
the largest receipts item in £he current accouni of the United
Stntes excapt merchandise expeorts.

The sarnings of dmericen direct investments sbroad fol-
lowed tha cowrse of United Siates milpé'}rts guite closely in
1946-50, especi from 1947 on. Barnings were mors
quicldy influsnced by changes in United States imports than
income payments, sinea the latter are also affected by daci-
siens as to the amount to be retnined for reinvestment and

exchonga controls.  This wes particulazly evident in 1949
when hoth imports and earnings fell off from the previeus
year hut income receipts rose somewhat as dividends paid
ont went np.

Comearrent movements in enrnings and United States im-
ports from abroad sre partly the direck outcome of the fnct
that o copnsiderable paré of the output of direct Investments
abroad is sold in the United 3tates. The exact amount of
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United States imports derived from thesa spesific companiss
cannot be determined, but imports of certain important
commoditiss from certein countrics can be identiffed, with
reasonable accuracy, ss coming {rom direct-investment
ngﬂj‘fieg' On the basis of a neceseurily rough caloulation
of kind, covering 21 important primary products, it
appears that sbout 25 perceat of United Strtes importe in

e 194850 period were derived from United States-con-
trolled companies sbroad.

However, although these sales to the United States were
vw\y;ala.rge, amounting to about $2.5 billion in 1950, they
prebably sccounted for only about 30 percent of the earn-
% of United Siates-contvolied companies in that year.

& eonclusion i3 derived from o limited soelysis of the in-
dustrisl composition of 1850 sarnings of §1.9 hillion along
the follewing lines.

Tabla 3 =Income Keceived Frivm American Direet Tnvestments in
Selected Countrbes, 1946-50
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Mining and smelting companies earned about $150 million
abroad in 1930). These companies produce nonferrous
metals primarily, and sell so larﬁe & part of their sutput in
- the United Staiea that it might be assumed for this purpose
that they derive their whole ipecome from the Unitad Siates
market.  Similarly, the earnings of agricultursl sncerprises,
$105 million in 1950, may be assumed for this purpose io
derive entirely from salee of their products, largely sugar
and hananas, to the United States, tain other industrics
can he agsumed to earn praciically nothing from sales o the
United States. These would ineclude publie utilities, dis-
tribution facilities abroad, motien picture companies, in-
surance companies; banks, etc. The total earnings of these
enterprises in 1950 amounted to about $270 million.

Since United States-controlled manufacturing companies
sbroad produce a gront variety of products, 16 is not possible

October 1951
to identify them with any degres of acouraey among United
Stakes imperts.  However, n::gw;e from large :.{lmuntl;g of news-
print and other forest products shipped here by divect-invest-
ment compaties in Canada, most of the outpat of thess com-
panies is vndenbiedly sold m_fomi%l. markets. Out of earn-
mgs in 1850 of about 8625 million by this industry, it iz oot
likely that more then $150 million resalted from sales in the
Thited States.

Diract investment companiea in the petrolevm industry
ezrned ahout $750 million in 1950, pertly from sales t the
TUnited States and partly brom sales in foreign markets. The
oil s0ld in the {nited States was targely from Latin-American
fields, wheve cosis of operation were somewhat higher than in
the Middle East felds which supplied chl;:‘ﬂif forelgn markets.
When an average rate of earnings per barrel of cutput for ithe
major American producers in Latin America is applied to
United States imporis, the conclusion 1= that ihese sales to
the United States sceonnted for a relatively small proportion
of the $750 million of earnings, say about 8173 million.

If tha agsumptions above are reasonable, only sbout $600

million out of total direck-investment sarnings of $1.9 bil-
lion i 1650 were relsted directly o sales to the Tinited
States. The fact that the remaining 70 t of earni
slso responds to changes in United States imports reflecis the
powerful impact of the United States econcmy on economic
setivity in foreign countries.
_ An example of the interaction of esrnings of forsign
investments and the gencrsl balance of paymerts position
of the United States iz the experience of the patralaum
indusiry in 1949, In that {lenr trolenm earnings abroad
were cut by 10 percent, alt thera was an increase of
about 15 percent in United States imports of petroleum,
lergely from Unisted States compenies shroad. Foreign
countriss, particulnrly Britain, erienced deep cuts in
their ﬂld and dollar reserves resulting from lerge deficits
with the United States in 1948 and the fist helf of 1949. To
stop these josses they restricted dollar imports, including
oil whick is sold for dollsrs, and subatituted nondellar
sotrces of supply as far as possible. Conssquently, Ameri-
can companies abroad wera forced to reduce outpnt, and
the carnings of the companies were serigualy afected.

Dollar flows originating in direct investments
abroad

Another agpect of the foreign operations of direct-invest-
ment companies which can be explored to some extent is
whether such operstions produced more neh
sales éo the United States and capital flows from the United
States than were required by the compenies b0 finance their
purchases in the United States and to transfer their eamin
to the United States. This question must be Limited to tﬁ:
dollar Bows which actuaily cccurred in 1850, Insofer as
thay can be measured, leaving largely out of aceount the
indirect and longer-tun effects on international trangactions
of the actinities of these companica, which cannot be handled

statistically. Also, for simplicity, all ings and eapital
movements are a gted in the following discussion,
although it would he desirable to exemine the compnnies

or industries seporately sines there are great diffarences
asmong them,

Tha relevant datn for 1950 are as follows: the companies
produced aboug $2.5 billion in dollar exchange throuzh sales
to the United Stotes, as discussed above, and an additiopsal
$400 millien was provided the outflow of new direct-in-
vestment capital from the United States, i. o., copital in-
vestment Dot stemring from undistributed earnings. Cut
of thizs $2.0 billion, the companiss remitted $1.1 billion in
income to the United States {derived by subtracting from
totel carnings of $1.9 billion about $300 million retained
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Table 5==Relnvested Enrmings of Foreigu-Tucorporated Subaidiaries as 2 Ratio of Earnings on Common Stock, 1946-580, by Ares and Indisstry
{8 millons of dollar]
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abroad by branches snd subsidieries) and paid somewhat
under $100 million in fees and royalties to the parent com-
panies. Thia would leave a margin of about $1.7 killien for

urchases of capital goods, raw msterials, etc., in the

pited States.

The difhculty of identifying those rts from the United
States which weare purchased by specifie foreign compahies
is so_preat as to preclude sny categorical statement &s to
whether such exports were loss than $1.7 hillion, Howaver,
an examination of the export data by country for a lerge
nmumber of commoditics, particularly metal menvfactures
snd warious types of machinery, equipment and parts, in-
dicates that exports to di invastment eompanies wers
Fmbnbly not more than $1.5 billion. It seems hikely, there-
ore, that direet investmente provided somewhat moare deol-
lara to foreizn countries in 1850 than were reqnired to
service them.

Although direct Investments abroad probably represented
n dollar gain for foreign countries in 1950 measured in this
Iimited way, there are other aspecis of the growth of direct
investments which have an important effect on the halance
of payments position of the United States and foreign coun-
tries but are not readily measurable. For instanes, the eon-
tribution to induetrial activity abroad 'tg direct investmenis
would be of basic importence even if the dellar costs were
large. Furthermore, the dollars contiibuted to foraign
countries by direct investments can be messured oaly in part
by the enles of those enterprices to the United States; in ad-
dition, exporta to the United States of other foreign onter-
prizes may depend on the axistence of direct Investments, or

ducts of direct-investment companies may substitute
for imparts from the United States and thus save dollars.

Transfer difficuliies vary by area

_For individuel eonntries or areas, there are considerahle
differences m the importance of the problem of transferring
incoma. In the case of Canads, for inatance, move than
enouph United States dollars are realized from the ssle in
the United Statea of newsprint, other forest products and
honferrous metals girrcédumd by American-controbled com-
panies to cover all ct-investment income and other pay-

Boorea: 7. 8. Dapartmans of Dommeroe, Tifios of Businss Doornomies,

ments t¢ the United States from that country, The same
would be true of Latin America as » whole, whera dollars are
realized oot only from the sale to the United States of petro-
levm, nonferrous metals, euger, and other products by United
States controlled companies, bug also from the cale of petro-
leumn and possibly other ucts to third countries for
United States dollars. courae, some Latin American
countries are much betier situated in this regard than others.
On the other hand, the ERP countries make large net
dollar payments a5 o result of the operations of Unitad%etates
divect-nvestment eompanies. 'Thesa companies in Europe
robably produce fow produects which are sold in the United
tates, a.Ithouglin ﬂﬁ% E%expurh to other areas against dol-

lar payment. countries had to finance about
3100 million of direct-investment income payments to the
United States, but also had to oub much amounts

Pe:
of dollzrs to buy oil, metals, Enmnir other products of direct-
investment enterprises located in other areas.

Howaver, altho the ERFP couniries paid oot dellary,
on balance, to United Staies direct-investment companies
in 1050, the fastors of increased industrial productivity and
dollar savings mentioned above must also he tsken into
ancount. For inetance, the fact that Venczuecla earna dol-
lars from oil shipped to the United Kingdom means slso that
the United 'Kl‘tgﬁnrq can egrm dellars by selling to Vene-
zuals goods in which it bes e competitive advantage over the
United States. If the United E‘in%dom had to piirchase the
same amount of o)f m the United Siates, it is doubtful if as
larze an amount of dellars could be recovered through exporta
to the United States.

TECHNICAL NOTE

h]']ﬂm definitions of some terms used in this article ers as
nws:

Direct investiments,—Entorprises in one epuntry conirolled
b{ljmwato_rs i powiher country or in the management of
which foreign investors have an important voice: these ere
ususlly branch establishments or corporations in which a
foreipn perent company owns 25 percent or mere of the
voting stoclke. Holdings of TIpited States residentz othar



14 SURVEY OF CURRENT DBIISINESS

than those of the controlling interest are elso included in
the value of direct investments abroad; similarly all foreign
interests in foreign direct investments in the United States
are counted as part of the direct investment.

Portfolio investmente,—Al other private long-term inveat-
ments, incdluding, for convenience, mis¢ellansous holdinge
sueh ns inderests 1n trusts and estetes or bank loans.

Earnings.—Net income of direct-investment branches and
subsidiaries after payment of all taxes (ex¢apt withholding
taxes on divide.nds]; in the country of operation.

Ineome—The amount entered in the Jbalan-:e—uf—pnjrmeuts
enrrent aecount, which ja the som of intevest and dividends
for portfelio investments und dividends, interest, and branch
profits for direct investments. Income from direct-invest-
ment companies excludes undistributed profite of subsidi-
aries which are ineinded in esrnings, and all Income is teken
after the payment of any forsign taxes therson,

KRofe of reburn.—On direct investments, the ratio of earn-
ings durng & year io the book value of investment as ye-
flected on the books of the foreign enterprise at the bogin-
ning of the same year. The rate of return on portfolio invest-
ments is the ratio of income received to the market value of
secnritics and face or stated value of other components.

Additions to valwé of direct investments — estimated
net addition to capital investment throngh capital move-
meants pri.m;ml¥ from the parent company, and through the
reinvestment of earnings. In the casze of hranches the neb
addition cannot be allocated bhetween these two sourges as
acevurntely. as for subsidiaries, due to the pature of the ac-
counks for branches, which reflect o the net n
Tock value wathout indicating specificelly the source of the
funds employed. It iz assumed that for branches tha funds
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uzed to ineresse investment sre from brznch sarnings up o
the amount of branch earnings, and sny difference is as-
sumed to result from capital movements with the home
office. However, the data have been developed only for
aggregate branch enrnings snd capital movewments. An
estimate derived by caleulating the "reitivested cornings”
for ench enterpriss taly and then adding these indived-
wel figures might yield quite different results.

Hernvested earnings—In the case of subsidiaries, the
amount of earnings which is ratained in the business, after.

ayment of taxes in the country of operation and of gross

ividends and interest, 1. e., betore any taxsz on such dis-
tributions. However, t0 some extent this is o convention
singe it is & common practice for dividands to be credited fo
the intercompany books and not getually transferred in the
period in ch declared, so that they ars reinvested as
effectively as that part of sarnings not paid out. In the casze
of branches the designation “reinvested earnings” is leca clear
cut sincs, as noted above, increases in book valve in any
particofar time period are considered to ba derived from
enrnings up to the total of earnings in that period only; in-
crenses i value in excess of emmings are considered te be
capital outflows from the home office and an incresze in value
of loss then the amount of earnings would be considered o
indicate 8 remittance of earnings to the home offics to the
axtent of the diffarence, but not preater than the esrnings
for the period.

Drata collected in the field of intermational investments are
not aceurnte enough to justify drawing cenelusions from
choonges of only & few million dedlers in ooy of the components
shown io the tables, although the data are carried to millions
of dollars for arichmetic convenience.

National Income and Corporate Profits in the Secomd Quarter
{ Conpimued from poge §)

In comparizon with the second quarter of lass year, profits
before taxes were subatantially higher in almost every indus-
fry. Major axeeptions were food and antomobiles in the
manufacturing sector.  In these two industries, falling profit
marging (the ratio of profits before texes fo sales) were
particolarly evident despite larger sales. I zales
were genersl throughout manufaciuring.

For manufacturing as a whole, profits on o before fax
bosis were one-third larger than in the sscond quarier of
1950, reflecting & sales expamsion of better than oneifth
and an over-pll improvement in profit margins. The indus-
{ries showing beiter-than-averagn profit rises in comparison

Table 2.—Fercontage Distribution of Nabonal Incomee, 1943-50 and

First Half of 1051
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with the June &mrt-er of 1950 wera textiles, furniture, paper,
printing, petroleum, yubber, lesthar, machinery (except elec-
frical), transportation eq;].limnent exeept automobiles, metals
and miscellansous. Each of these industries rspurw:f sizably
increased gales; and, with the single exception of transports-
tion equipment, each demonstrated & better-than-avernge
improvement in profit margiz, X

the public utility area, profits before toxes Im the
sonond quarter were larger than io the sams quarter & year
ggo In all major industries—railroads, telephone and tale-
graph, and electric and gns. Incrensed sales raperted by
all threa groups were bolsterad in their infinence on profits
by improved margins in the telephone and telegraph industry
and partly offset by reduced margins in railroads and electric
power and gas.

Table 3. ~Corporote Profits Before Tox, by Nojor Indnsiries,
Ouarterdy
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